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The Paraguayan economy demonstrated a mixed macroeconomic performance in 1995. An
encouraging drop in annual inflation plus a modest increase in the GDP growth rate were both
offset by a wider-than-expected trade deficit and a surge in the country's foreign debt. The country's
economic performance last year was greatly affected by a massive financial scandal, which forced
the government to spend US$400 million to prevent a total collapse of the country's banking system.
The scandal erupted in April 1995, after several executives and high-level officials of the Paraguayan
Central Bank (BCP) were discovered to have embezzled US$5 million in public funds through a
series of illegal transactions. The investigation later was broadened to include some of the country's
largest banks and a number of financial institutions (see NotiSur, 06/08/95 and 07/13/95).
The financial scandal, which paralyzed the banking system for several weeks, had a major
dampening effect on consumer spending for a large part of the year. According to some estimates,
retail sales declined by about 40%, in part because many businesses were not accepting credit-
card transactions during much of the crisis. The government's US$400 million rescue package went
principally to provide assistance to depositors with "legal" bank accounts. Thousands of other
depositors, however, who were defrauded by bankers without their knowledge, did not receive any
reimbursement for lost funds because the government decided not to provide aid to those people
whose funds were deposited in accounts from which money was embezzled (see NotiSur, 05/02/96).
That, in turn, contributed to a reduction in consumer spending during the year. Still, despite the
temporary paralysis of the Paraguayan economy as a result of the crisis, President Juan Carlos
Wasmosy's administration reported a significant increase in the GDP's rate of growth last year.
According to Finance Secretary Orlando Bareiro, the GDP expanded by 4.2% in 1995, representing
more than a percentage point increase in the growth rate compared with 1994, when the GDP
expanded by 3%. In fact, last year's 4.2% growth represented the highest rate of expansion since
1989, when the economy grew by 5.9%. After 1989, GDP fell quite sharply for three years in a row,
reaching a low of 1.7% in 1992. Since then it has tended upward again, reaching the 4.2% peak last
year.
In addition, according to the UN's Economic Commission of Latin America and the Caribbean
(ECLAC), GDP per capita reached 1.3% in 1995, up from just 0.2% growth in 1994 and the highest
rate of per capita expansion since 1989. Given the economy's tendency toward expansion since
1992, accumulated growth per capita for the 1991-1995 period was 0.9%, compared with a 0.8%
decline in accumulated growth in the 1981-1990 period, according to ECLAC. At the same time,
reduced consumer spending during 1995, plus a decrease in money in circulation as a result of the
banking crisis, led to a major drop in annual inflation last year. The consumer price index (CPI)
slowed to just 10.5% in 1995, down from 18% in 1994 and 20.4% in 1993. The 10.5% inflation rate
last year represented a particularly significant achievement since, at the beginning of the year, the
government had predicted that the CPI would grow by between 12% and 15%.
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For a five-month period last year, the Paraguayan government placed an embargo on new loans,
which reduced bank credit by 27% in 1995. In addition, economists said the inflation rate also
declined because of a drop in government expenditures on public works projects. This year, the
Wasmosy administration has apparently decided to forego some of its anti-inflation goals in the
short to medium term to concentrate on balancing the state budget. In February, the Wasmosy
administration announced an increase of between 15% and 17% in consumer rates for most public
utilities, such as electricity, water, and fuel.
According to Paraguayan retailers, the rate hikes will have a direct effect on prices of many
goods, including basic-basket products, such as bread and beverages. Finance Minister Bareiro
told reporters that the increase in utility prices was the result of higher costs for oil imports
from Argentina. But economists said the Wasmosy administration also faced the choice of either
increasing rates for utilities or laying off government workers to meet its commitment to the World
Bank and the Inter-American Bank (IDB) to continue to balance the budget. In public statements
late last year and early this year, Bareiro and other key cabinet officials emphasized that attaining a
balanced budget will be the centerpiece of the administration's economic policy for 1996.
The promise of strict austerity, however, is a political hot potato for the Wasmosy administration,
especially since the country's civil servants believe that massive layoffs in the public sector are
imminent. In late April, thousands of public and private sector workers staged a 48-hour strike
to protest, among other things, Wasmosy's proposals to privatize several of Paraguay's state-
owned enterprises. The workers also demanded an increase in worker salaries and a plan to boost
employment levels in Paraguay. In 1995, urban unemployment grew to 4.8% of the economically
active population, up from the 4.4% unemployment rate reported by the government in 1994.
Nevertheless, Paraguayan unions contend that the official unemployment statistics do not accurately
reflect total un- and underemployment levels in the country. According to union leaders, many
of those workers who do have jobs are not earning enough to make ends meet. Indeed, a report
published in December by the UN's Educational, Scientific, and Cultural Organization (UNESCO)
estimates that about seven out of every 10 Paraguayans are living below the poverty line, and
the rate of poverty is even higher in rural areas. In contrast to the unions, Paraguay's business
umbrella organization (Federacion para la Produccion, la Industria y el Comercio, FEPRINCO) has
chastised the administration and the Paraguayan Congress for moving too slowly in modernizing
the state. FEPRINCO particularly criticizes the government's extremely sluggish efforts to sell
off unprofitable state enterprises. FEPRINCO president Arturo Jara Avelli pointed out that the
Paraguayan government has managed to sell only one state monopoly in the past six years, the
airline Lineas Aereas Paraguayas (LAP). LAP was acquired by a consortium of Paraguayan and
Ecuadoran investors in late 1994 (see NotiSur, 10/06/94).
FEPRINCO's push for faster privatization is part of the organization's campaign to bring down
interest rates, which last year reached 30% despite the decline in inflation. Meanwhile, the Wasmosy
administration also reported mixed results in its efforts to reduce the country's foreign debt last
year. The country's total foreign debt grew noticeably in 1995. The debt climbed to US$1.29 billion,
representing an increase of 4.7% relative to 1994. Still, the administration did manage to reduce
the amount of foreign debt in arrears. By the end of 1995, Paraguay's overdue debt owed mostly to
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the Paris Club declined to US$15 million, a 50% drop compared with the US$30 million that was in
arrears at the end of 1994.
Finally, notwithstanding the achievements in GDP growth and inflation, government officials say
that the most discouraging aspect of last year's economic performance was a wider-than-expected
trade deficit. According to the BCP, Paraguay incurred a whopping deficit of US$2.055 billion in
1995, double the amount reported in 1994. Last year's deficit was also much higher than the US
$1.5 billion the government originally projected at the beginning of the year. The increase in the
deficit was attributed to an unexpected reduction in the value exports, which declined by about
1% compared with 1994. In part, the decline in exports was the result of a drop in overseas sales
of agricultural products, particularly cotton and soybeans. In fact, because of reduced domestic
supplies, Paraguay was forced to import 200,000 metric tons of cotton in early 1996 to meet the needs
of the national textile industry.
Last year's growth in the trade deficit was also partly the result of the Wasmosy administration's
campaign to reduce the level of contraband coming through Brazil and Argentina in order to collect
more import duties. Until mid-1995, only 50% of imports from Brazil and 60% of imports from
Argentina were actually reported to the Paraguayan Customs Service. [Sources: International
Market Insights (US Embassy-Paraguay), 07/21/95, 08/24/95; LA/C Business Bulletin, July/August
1995; Notimex (Mexico), 12/04/95, 01/13/96; Agence France-Presse, 08/16/95, 12/20/95, 12/26/95,
01/02/96, 01/08/96, 03/27/96; Inter Press Service, 02/03/96, 04/29/96]
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